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Some Phases of Capital Stock
By William A. Paton
Much has been written about the significance of certain ele
ments of corporate proprietorship and the proper accounting
treatment for them. Stock discounts and premiums, stock author
ized and stock outstanding, unissued, donated and treasury stock—
all these phases of capital stock have been so fully discussed in
accounting texts and special articles that it would seem as if the
subject should be exhausted. An examination of these discus
sions, however, discloses the fact that either some of these
matters are not fully understood or, at least some of the
generally accepted methods of accounting for certain subsidiary
items of capital stock ignore important aspects of the situation.
It is the purpose of this article to emphasize these neglected con
siderations and to raise a question as to the propriety of certain
doctrines and practices which at present find common endorse
ment among accountants.
The Treatment of Stock Discounts
It is not long since accounting opinion was somewhat confused
as to the real significance of stock discounts. The unfortunate
convention of listing such discounts among the assets was in part
responsible for this confusion. When an item is always found
in the asset column and is combined with real assets to obtain a
total of assets figure, it is easy for the accountant as well as the
layman to slip into the habit of viewing the item as an asset, even
though of a somewhat suspicious character. It is possible even
among current discussions of the subject to find statements which
suggest that discounts are related in some way to the asset cate
gory (with note and bond discounts such erroneous implications
are common), and occasionally the opposite error is made and
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the term loss is wrongly applied to a stock discount. It is now
generally recognized, however, that a stock discount is neither
an asset nor a loss, but is rather a valuation item—an offset to
a capital stock figure which is largely nominal as far as the bal
ance-sheet is concerned. The par of the capital stock in any
case less the amount of the discount represents the actual invest
ment—original proprietorship. The discount on stock account,
then, is really no more than a section of the capital stock account,
and the two accounts should always be read in conjunction to
determine the status of the proprietary equity.
In other words, stock discounts really belong to the proprietary
and liability side of the balance-sheet; and to bring out this fact
many accountants urge that such items be listed as deductions
from capital stock instead of being placed among the assets. This
is a highly commendable practice, for in this way the par value
of the stock may be retained in the balance-sheet for what that
fact is worth, the actual amount of the original proprietary invest
ment is shown and the stockholder or other person interested is
not deceived as to the real situation.
It is in the latter treatment of stock discounts in the accounts
that the commonly accepted doctrine is somewhat questionable.
It is generally insisted that such items should be written from the
books as soon as sufficient income is available to absorb them, or
at any rate in a few years. Let us consider the nature and con
sequences of such procedure.
If discounts are written off at all legitimately it must clearly
be done by charges against some proprietary equity account and
not a property account. Conceivably these charges might be
made to capital stock itself, gross revenue, net revenue or some
form of surplus. That is, since a stock discount is an offset to a
gross proprietary figure, it can be extinguished only by a charge
against some positive proprietary item. To dispose of a discount
by a charge to capital stock would, of course, be merely a reversal
of the accounting procedure which set up the discount; and if
there was adequate reason for bringing such an item into the
accounts in the first place it would be unreasonable to write it off
by such means. The elimination of discounts by charges to gross
revenue is out of the question since such procedure would disturb
the integrity of the net revenue figure, in that it would virtually
mean the transfer of an item of gross revenue directly to the
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capital accounts. If discounts are to be written off, then, the con
current charges must be to current net income or accumulated
income.
But what is the effect of such accounting procedure? Writ
ing off discounts in this manner obscures two of the most impor
tant facts which a balance-sheet should show: (1) original pro
prietary investment (including additions made subsequent to the
period of organization) and (2) accumulated earnings.
Adams, in Railway Accounting, says:
The fundamental balances to which all accounting records contribute
. . . are four in number, namely, the balance which measures the
cost of the property, the balance which measures net operating revenues,
the balance which measures the current surplus or deficit, and the
balance-sheet statement of accumulated profit or loss. . . . They are
guides for the judgment of the investor and a measure for those who
desire to know the degree of prosperity which has attended the operation
of a property. . . . The degree of confidence which may be placed
in the integrity of the four balances named is one of the accepted tests
of sound accounting.

Neither of these highly significant balances can be determined
from a financial statement if any stock discounts have been written
off. As stated above, when stocks are issued below par and par
is retained as a balance-sheet fact, the original investment can be
determined only by deducting the amount of the discount from
the total par value of the outstanding capital stock or, in other
words, by reading the capital stock and discount on stock accounts
together. If a stock discount is eliminated by charges against
income the balance-sheet certainly does not show the amount of
the investment or the extent to which earnings have been re
tained in the business. Total proprietorship is still correctly
stated, it is true, but the separation of the two important divisions
of the proprietary equity is not maintained.
A simple hypothetical case should perhaps be given to make
the discussion concrete. Suppose a company organizes with a
capital stock of $100,000, par, and that all of this stock is issued
in exchange for cash, commodities and services having a value
of $70,000. In summary form the balance-sheet would appear as
follows:
Property.......... $70,000 Capital stock........... $100,000
Discount on stock. 30,000
$100,000

$100,000
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Suppose further that in the course of a few years the company
retained profits in the business totalling $50,000. The balancesheet (assuming that no new equities have appeared) would
show at this time:
Property.... $120,000 Capital stock........... $100,000
Discount on stock. 30,000 Surplus................... 50,000

$150,000

$150,000

If the discount items were now extinguished the statement would
appear as follows:
Property............ $120,000 Capital stock........... $100,000
Surplus.................. 20,000
$120,000

$120,000

Is this last statement a strictly legitimate balance-sheet? Would
not the stockholder who read this balance-sheet naturally con
clude that the original investment totaled $100,000, and that the
company had accumulated profits to the extent of $20,000
when as a matter of fact the original investment was only
$70,000, and earnings retained in the business amounted to
$50,000?
It would surely be admitted that the primary purpose of the
balance-sheet, in any case, is to furnish essential information
about the financial status of a business enterprise to the manager,
present and prospective stockholder, creditor and other interested
parties; and it appears from the foregoing that the elimination
of stock discounts is a practice inconsistent with this purpose.
Undivided profit to the stockholder is one of the most significant
figures appearing on the balance-sheet, and he bases his decision
with respect to his investment to no small degree upon the
fluctuations in this figure. It is evident that entirely erroneous
conclusions regarding the success of an enterprise between years
might be drawn if an accounting procedure such as that shown
above is followed. A few individuals may know the facts, but
the great body of investors is likely to be misled.
Balance-sheets are by far the most popular form of financial
statement. The balance-sheets of leading companies are widely
circulated, and are eagerly read by investors. Further, the
manager often depends largely upon the balance-sheet for his
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general impressions of the financial condition of his enterprise.
In view, then, of the many and important uses to which the
balance-sheet is put, accounting methods which tend to disturb
the essential elements of this statement are at least questionable.
The integrity of surplus in particular is a matter of importance.
In adjusting the rates of public utilities accumulated earnings
constitute a highly significant consideration.
Although the integrity of the surplus figure is a matter of
special moment in the case of public utilities, the rules of the
interstate commerce commission as stated in the classifications of
1914 permit stock discounts to be extinguished by charges against
either current income or surplus. Income account No. 555,
“stock discounts extinguished through income,” is charged with
“amounts definitely appropriated from income to reduce or ex
tinguish the amount of discount on capital stock issued by the
accounting company;” and profit and loss account No. 616,
“stock discounts extinguished through surplus” is charged with
amounts appropriated from surplus for the same purpose.
The adjudication of disputes between capital and labor may
often involve reference to accumulated corporate earnings. The
present revenue programme of the federal government provides
for a tax on undivided profits under certain conditions. Any
accounting practice, accordingly, which covers up or obscures
surplus is of doubtful propriety.
It should be noted that writing off stock discounts is not the
only practice which disturbs surplus. Surplus is often subdivided
into a dozen or more accounts, is obscurely or improperly labeled,
and is scattered promiscuously among the items in the liability
side of the balance-sheet in such a way as quite to bewilder the
average layman.
It might be objected that it is not essential that surplus and
original proprietorship be segregated in the balance-sheet, since
the manager or investor in any case is able to gauge the success
of the enterprise from the data exhibited in the income sheet,
and, if he cares to penetrate further into the dark intricacies of
the financial status of the enterprise, an examination of the
original entries and detail accounts will disclose any added infor
mation desired. It is true that an intelligent examination of
income sheet and balance-sheet in conjunction by a person with
some knowledge of accounting would serve to explain the dis325

The Journal of Accountancy

appearance of a stock discount item and a reduction in surplus
of a like amount (provided only that the surplus account were
appended to the income sheet, however) ; but the difficulty is that
the person interested is usually not sufficiently versed in account
ing to trace such a technical matter through the various state
ments. Further, as was stated above, the balance-sheet is a
distinct statement of financial condition, and it may be read by a
great many present and prospective investors who pay very
little attention to any other data. Examination of original entries
and accounts is usually out of the question. The summary state
ments of income, surplus, assets, original proprietorship and
liabilities are prepared for the very purpose of obviating the need
for such examinations. Few, if any, of the interested persons
have the time, opportunity or skill to glean the desired informa
tion from a mass of original records. Omissions or distortions
of essential balances in the summaries, accordingly, cannot be
excused on the ground that the correct information can be deter
mined if necessary.
The prevailing attitude as to stock discounts is due primarily
to the fact that the accountant is a conservative. He has had to
contend with the natural tendency of the business manager to
overstate values and, consequently, profits; and he has come to
view such items as discounts with suspicion.
It is interesting to note how effectually this tendency has been
checked by the recent income and excess profits tax legislation.
This legislation has probably done more in three or four years to
develop among business men conservatism in accounting methods
than the efforts of a generation of accountants. For example,
the business man is now willing, even anxious, to depreciate
anything and everything.
This attitude is due in part to the convention of listing these
valuation items among the assets, as was stated above; and it is
also due to the fact that discounts on securities have so often
been improperly disposed of in corporation accounting by means
of charges to the property accounts. But if frankly labeled, and
especially if handled in the balance-sheet as a deduction from
capital stock instead of being listed among the assets, there is no
good reason for viewing security discounts with suspicion. Items
of undivided profits and stock discounts may well appear concur326
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rently on the same statement, and indeed should so appear if it
be admitted that the balance-sheet should show both original
proprietorship and accumulated earnings.
What has been said here about stock discounts may be applied
in principle to premiums on capital stock. Such premiums are
a part of the original investment and should be treated in the
accounts as a permanent adjunct of the capital stock account,
being carefully distinguished from income or accumulated sur
plus. It is interesting to note that accountants are almost in
unanimous agreement with this statement of the case as to pre
miums; and this state of opinion is an added argument for a
change of sentiment on the treatment of discounts.
Thus far it has been assumed that it is essential that stock
discounts be introduced into the accounts whenever securities are
issued below par. As a matter of fact it would be quite possible
to record all the essential facts of original investment without
entering discounts. If capital stock were listed at the amount of
the actual investment, or, in other words, if par value were not
used as a basis of accounting for securities, there would be no
occasion to record the amount of the discount in any case. And
while it is not intended here to insist upon the point as a matter
of great consequence, it should be emphasized that the impor
tance of par value as an accounting fact has been unduly stressed.
It is certainly possible (if legal) to record proprietorship at the
amount of the actual investment without any reference to a
formal valuation. In the case of a partnership, for example, the
proprietary equities are handled on the basis of actual valuations.
Further, it is now not uncommon (in states where this practice
is allowed) for a corporation to organize without stating any par
value for its capital stock. Certainly it is true that corporate
equities having no par can be handled conveniently. Dividends
can be stated as dollars per share or as a percentage of actual
proprietorship instead of as a percentage of par. Indeed, per
centages on par are very likely to be misleading, since such rates
may bear little relation to actual income rates. The investor is
inclined to attach an altogether undue importance to par value,
and this is due in large measure to the fact that the formal rather
than the actual proprietary investment is listed in the balancesheet under the head of capital stock.
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It is not intended to deny the legal significance of par value,
but the fact that par has a meaning in certain cases does not
justify its inclusion in the balance-sheet. The balance-sheet, it
should be remembered, is in essence a statement of asset and
equity facts, and need not cover all other aspects of the condition
of the business enterprise. If par is more likely to deceive than
instruct it may well be omitted. . Par value usually appears on
the stock certificates, in the articles of incorporation and in the
minutes of the incorporators’ and directors’ meetings: hence
there is no danger that the fact will be lost.
On the other hand it is entirely rational to record stocks at
par provided the proper offset (or adjunct) accounts are set up,
correctly labeled and retained as long as the main capital stock
accounts. The use of valuation accounts is a firmly established
part of modern accounting practice, and although such accounts
add to the complexity of the accounting structure they need not
cause misstatements or misrepresentations if properly handled.
Summing up the foregoing discussion, it may be said that stock
discounts either should not be introduced into the accounts in the
first place or, if brought in, should be retained as long as the
original stock issue involved is not disturbed. If such discounts
are written off, total proprietorship is still correctly stated, but
the two important classes of proprietorship, original investment
and accumulated surplus, are obscured, and the resulting balancesheets do not show accurately the essential facts in which the in
vestor or other person is interested.
In the case of discounts on notes and bonds, where a discount
is the difference between actual investment and a contractual sum
returned at a specified date, much more important questions of
principle are involved. A discount of this type measures a part
of the total interest accruing during the life of the security, and
should be accumulated by charges to net revenue and not to
surplus, for otherwise net proprietary income will be incorrectly
stated in each accounting period. It should be noted that on this
point present accounting practice and opinion are not always
sound.
The Significance of Treasury Stock
The capital stock authorized by the incorporators may be for
almost any amount, there being practically no legal restrictions on
such authorizations. Capital stock authorized, therefore, is not
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an accounting fact in the strict sense; and according to the best
methods of accounting the record of capital stock begins with
stock subscribed. This procedure keeps unissued stock entirely
out of the books of account. Whether recorded in the accounts
or not, it is generally agreed that unissued stock is not an asset
in any sense, and if brought into the books should be viewed as
nothing more than an offset to total authorized capital stock.
Writers on accounting, however, nearly always distinguish sharply
between unissued stock and treasury stock, so-called. Unissued
stock, it is admitted, represents merely the authorization of the
incorporators. It may never be issued and, although a possible
convenience in case of future expansion, it cannot be said to
constitute an asset. Treasury stock on the other hand—especially
in certain circumstances—is held to be a bona fide asset. It seems
to the writer that although there are certain differences between
unissued stock, donated stock and treasury stock in the more
narrow usage (stock called in according to prearrangement or
bought by the issuing corporation on the market), there is no
reasonable basis for the fundamental distinction commonly drawn.
These items are not assets, in any circumstances; and such dis
tinctions as exist between them are of a relatively superficial
character so far as the statement of the financial status of the
enterprise in any case is concerned. From the standpoint of the
balance-sheet it is virtually no greater error to apply the term
treasury stock to unissued stock than to stock once issued for
actual property and later bought by the corporation from the
individual holder for cash. This view is not in agreement with
prevailing opinion, but it is believed that a careful analysis of the
situation will substantiate it.
Let us note first the various circumstances in which the stock of
a corporation once outstanding finds its way back into the pos
session of the issuing company. In some cases capital stock once
issued in a bona fide manner is donated, or returned to the cor
poration without compensation. Such a transaction is usually
prearranged, and its purpose is to make the stock involved fully
paid so that it will sell readily when reissued to raise working
capital. Such is the psychology of the market that stock which
carries the legend “fully paid and non-assessable” sells more
easily to the investing public than the assessable variety. Further,
in many states stocks cannot be issued, originally, below par. But
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the laws are rather lax on this point and if the stock is once issued
at par “for value received”—even if the property received is
considerably over-valued—it can be donated to the corporation
by an interested stockholder and reissued for any price it will
bring. Some person, for example, puts in a tract of land, a fac
tory, a mine, a patent right or other property at a nominal valua
tion and later returns for re-sale a part of the stock issued to
him in exchange. Conceivably such a situation might arise even
if the value of the original property were not overstated, since
the insiders might find it necessary to make some sacrifices in
order to secure the funds essential to the successful initiation of
the enterprise.
Stocks are often issued which may be called under certain
conditions, and when an issue is brought in by call (adequate
payment is, of course, usually made to the stockholders) it con
stitutes treasury stock unless or until the issue is formally
retired. In other cases the directors may decide to reduce the
stock outstanding by buying shares in the open market, using for
this purpose current corporate funds available. Any one of sev
eral reasons may be responsible for such a decision. The corpora
tion may be a wasting asset enterprise, such as a mining company,
and it may take this method of cancelling proprietorship and
reducing cash accumulations. Or certain interests having immedi
ate control may desire to eliminate other interests by buying them
out. The common stockholders, for example, may decide to use
certain funds to accumulate an outstanding issue of preferred
stock carrying a high interest rate, for the purpose, perhaps, of
replacing the issue in whole or in part by a security carrying a
lower income charge.
Whatever the particular situation may be, the effect upon the
balance-sheet is essentially the same in each case. The corpora
tion has come into possession of some of its own stock, and this
stock, instead of being an asset, is virtually a deduction from the
outstanding capital stock, whether formally retired or not.
To make the argument emphatic, let us further consider, for
illustration, the case of stock bought outright on the market for
cash. If it can be shown that such stock is not an asset when in
the possession of the issuing corporation, it surely follows that
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capital stock held by the issuer should never in any circumstances
be considered a property item, since stock so purchased is the
type most strongly urged as having an asset character.
Suppose that the balance-sheet of the X Company at a certain
date stands as follows :
Mine.................... $600,000 Capital stock......... $500,000
Other assets........ 150,000 Surplus................ 250,000
Cash .................... 250,000 Liabilities.............. 250,000

$1,000,000
$1,000,000
At this time the directors vote to use the available cash up to the
amount of $210,000 to purchase the stock of the corporation on
the open market from miscellaneous stockholders. Let us assume
that this authorization is carried out and, for convenience, that
all the shares purchased are secured at a price exactly equivalent
to the book value as shown in the above balance-sheet.
This coincidence of book value and market prices would never,
of course, exist, particularly in a series of sales covering a con
siderable period. If the stock were secured for less than book
value the difference would be a credit to surplus; and this would
mean that the equities of the remaining stockholders were some
what increased. On the other hand, if a price higher than book
value were paid, the excess would be a charge to surplus; and
this procedure would be to the disadvantage of the remaining
stockholders.
If the amount of stock bought in this way is charged to
treasury stock, and the balance-sheet is prepared in the conven
tional manner, we have the following:
Mine......................$600,000 Capital stock......... $500,000
Other assets........ 150,000 Surplus................. 250,000
Treasurystock... 210,000 Liabilities............. 250,000
Cash .................... 40,000
$1,000,000
$1,000,000
Is the stock thus secured an asset of the X Company? Is it
not rather a deduction from capital stock outstanding (and sur
plus) which might be listed on the right side of the balance-sheet
as such a deduction, or even might be charged directly to the
capital stock and surplus accounts, thus reducing both sides of the
balance sheet by $210,000? In other words, has not the company
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used $210,000, not to buy an asset, but to reduce its outstanding
capitalization even if no formal change in this capitalization has
yet taken place?
Some might admit that the item of treasury stock should only
be listed at par, $140,000, since par is the basis for the capital
stock entry on the other side, and that the difference between this
figure and the price paid, or $70,000, should be charged to sur
plus. It surely could not be insisted on any logical basis, how
ever, that for the $210,000 actually paid an asset worth only
$140,000 is obtained, and that the balance is an offset to surplus.
If this item of treasury stock is an asset at all it should be charged
at the full purchase price.
Suppose now that the directors of the X Company formally
vote to reduce the outstanding stock by the amount of the recent
purchases, that the stock certificates are cancelled and that the
entries are made which give effect in the accounts to this action
of the board. The balance-sheet will then stand as follows:
Mine....................... $600,000 Capital stock.......... $360,000
Other assets......... 150,000 Surplus................. 180,000
Cash .................... 40,000 Liabilities............. 250,000
$790,000
$790,000
Total assets are now reduced by $210,000 (if it be assumed
that the treasury stock item is an asset) and this is done by a
formal act of the directors, by making entries giving effect to the
reduction and by marking certain certificates cancelled. Has the
corporation lost anything of any value? Is any stockholder’s
equity reduced ? Instead, is this not simply the formal completion
of a stock retirement which was made effective as far as the bal
ance-sheet was concerned when the stock first came into the pos
session of the X Company?
A modification of this illustration will serve to show further
the unreasonableness of viewing stock in the hands of the issuing
company as an asset. Suppose that the directors of the X Com
pany do not have the stock certificates cancelled as purchased, but
that more and more stock is bought up as funds become available
through the wasting of the mining property until the property
is practically exhausted and stock to the amount of say only
$50,000 (par) remains in the hands of individual stockholders.
Assuming that the book value per share remains unchanged (as
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compared with the preceding statements), that the price paid is in
each case equivalent to this book value and that other assets and
liabilities are the same as before, the balance-sheet will now ap
pear somewhat as follows:
Mine............. $100,000
Capital stock......... $500,000
Treasurystock...
675,000 Surplus................. 250,000
Other assets. 150,000
Liabilities............. 250,000
Cash .................... 75,000

$1,000,000
$1,000,000
If it is still insisted that this treasury stock is an asset, one is
forced to the conclusion that the X Company still owns property
worth $1,000,000 in spite of the fact that its mining property has
declined from a value of $600,000 to $100,000 and has been
replaced with nothing but the company’s own capital stock.
Carrying the illustration still further, it might be assumed
that the original property was finally entirely exhausted, that
sufficient current assets were used to liquidate the liabilities and
that the remaining funds were used to buy up the stock still
owned by individual members of the corporation. This illustra
tion is, of course, purely academic, since a corporation could not
legally exist with no membership but itself. The balance-sheet
might then appear:
Treasury stock . .$750,000 Capital stock ... .$500,000
Surplus................ 250,000
$750,000
$750,000
It is surely evident in this case that the treasury stock item is
merely an offset to capital stock and surplus and is in no sense an
asset. The X Company no longer has any assets and even before
the stock certificates are cancelled has virtually ceased to exist
as far as the balance-sheet is concerned.
But, it may be argued, treasury stock may be sold for cash as
readily as any property item, and anything which is readily
salable is surely an asset. This statement is typical of the
careless reasoning concerning treasury stock which is responsible
for the present inaccurate views of the case. The purchase of
outstanding capital stock by the issuer does not represent an ex
change of assets, as is implied in this kind of statement; and
similarly the reissue of such stock does not involve an asset
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exchange. Instead, such transactions affect both sides of the
balance-sheet. The original issue or the reissue of capital stock
is not the sale of an asset; but such transactions, from the stand
point of the immediately preceding balance-sheet, represent new
investment. New assets and new equities come into the business.
It may still be urged, however, that the law recognizes the
right of a corporation to hold its own stock; that this is not an
unreasonable situation particularly in a case where there are
several distinct issues of capital stock and a part of one issue is
bought up and held by the issuing corporation; and that such stock
is as much a part of the company’s property as are securities in
other corporations. This point brings us to the heart of the
matter. True, a corporation may legally hold a part of its own
stock; cheques for dividends on this treasury stock may be actually
made out by the proper officers and may be deposited by the
company—in fact the whole formal rigmarole may be completed;
but it should be insisted that these transactions are purely formal
and have no real effect upon the financial condition of the com
pany. The law carries the legal fiction of the corporate entity
farther than the accountant can safely carry it. In certain situa
tions the accountant must brush aside this fiction (which has a
perfectly proper significance in other ways) in order to get at the
realities of the case. For accounting purposes transactions be
tween the corporation and its own members must be sharply
distinguished from transactions with outsiders. Unless this dis
tinction is carefully made it is impossible to avoid misconceptions.
Can a corporation include part of its own stock with the total of
its actual property as an asset? This would mean counting as
property a liquidated right in the business itself.
It should be admitted that the fact that a corporation has
stock authorized which can be issued to secure additional funds
when needed may be an advantage, since new authorizations may
require a special meeting of the stockholders, changes in the
articles of incorporation, etc. Further, it might even be admitted
for the sake of argument that stock once issued and held in the
treasury may, in certain circumstances, have some slight advan
tages over authorized but unissued stock in case of reissue. But
this fact would not in the least justify calling treasury stock an
asset. An advantageous condition does not necessarily signify
an asset, unless one is using the term asset in a loose sense which
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has nothing to do with accounting. A bank’s right to issue cur
rency may be an advantage—one of the many necessary conditions
to successful business operation—but a bale of notes fresh from
the press in the hands of the issuing bank is worth simply the cost
of manufacture. The fact that a corporation can borrow needed
current funds on its promissory note or by issuing bonds is an
advantage but not an asset. A company in certain circumstances
can assess its stockholders, but this possibility is not an asset,
although the funds received when the assessment is called con
stitute an asset. In other words it is entirely illegitimate to count
as an asset any condition which merely makes possible or con
venient the raising of capital.
A word might be added with reference to the distinction be
tween “dead” and “live” treasury stocks and bonds. As Lyon
points out so effectively in Capitalization this distinction is purely
a specious one. The fact that in one case a security is stamped
“cancelled” and in another “held for sinking fund,” means little
or nothing so far as the balance-sheet is concerned; and Lyon
urges that these distinctions are misleading in other ways and
might well be abandoned. Certainly from the accounting stand
point the securities of a company, either stocks or bonds, are
always virtually dead when held by the issuer.
It would probably promote intelligent interpretation of the
balance-sheet if treasury stock items of all descriptions were
excluded from the balance-sheet proper and, if presented in the
summary financial statements, were listed as foot-notes or dis
cussed in narrative addenda. The term treasury stock is in itself
misleading, and when listed as an asset it will certainly deceive
the average stockholder. If brought into the balance-sheet such
items should be distinctly labeled as valuation accounts, or listed
as deductions from the gross balances of the main proprietary
accounts.
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